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Intreduetion

ORR’s role is to provide intelligence on Soviet Blos esononic eapabilities,
vulnerabilities, and intentions. These topics ensampass a large mumber of
specific problems, any one of which could arise with little warning and re-
quire immediste attention, In ordar to be prepared for the most likely con~
tingencies, ORR'a research prograz mst be flexible enough to apply to a
variety of specifie problems, We are in effect fashioning a set of building
blocks which ean be used to erect meny different kinds of strustures, Some
of the blooks have greater gemeral utility than others, These constitute the
basie Office-wide ressarch progrem and deserve most concerted attention at
the outset, Study of inter-industrial relationships, study of production
trends, and systematic organization of information belong in this eategory,
The more spesialized blocks, whish tend to receive less attention in the serly
period of construstion, should be formed and brought into their proper places
as coustruction progseede, Otherwise, ws would end up with a series of finely
built basements but no houses, Studies of Bloc military preparation, re-
gional inter-relationshins, mobilization programming, vulnerabilities, stook-
piling, inventories, and capital depreeiation tend to f1% in this second

categary,

Sueh is the philosophy whieh has guided the Workimg Group in preparing
its report. Seotion I reviews tho research agscomplishments of the past
year, It is schematized ascording to techniques of econcmic analysis
utilized in preparing Offics-wide researeih, Seation II presents the Group's
reccamendations for Office-wide prejects to be inmugurated during the year,
Some are to be full-blown studies from the start, and others are not to be
undertaken untll pilot projects, charting their content and objectives, have
explored eash topiec Por problens of concept, methodology and source materials,
The pilot project 1s & new device to ORR, one which we hope will render
valuable service in shaping Office..wide projects, not only for this year
but future years as well, And finnlly, Seection III proposes that a series of
occasional papers be inaugurated tc stimmlate Office personnel at all levels
into putting on paper their original thoughts and their "side-line" research,
in order that ORR research be sharpened and that it move into new, une
suspected £ields,
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I, ORR Aehievements in Util

During tho past year, the character and seope of ORR Ofﬁcwidu
research hava been expanded to encompass more fully a few teshniques of

‘egonomic amalysis which hitherto had besn only sparsely apnlied in the

intelligence effort on the Soviet Bloe, The ruccess of these techniques has
varied, At least one combination of them ¢an bo singled out as having
organized and advanced considerably our knowledye of the Blos economy, Other
oombinations have supvlied meshanigns for solving problems but have rendsred
less satisfactory solutions, In still other instances, soarcity of date and

o tanlty mtemgomy cooperation have nearly bhalted progress,
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D, Other Techniques and Methods of Fcomomic Analysis Used in the

Preparation of Office-wide Projects

Agide from the three techniques of sconcmic analyeis desoribed previcusly,
no other teshniques wers introduced to OER for the first time on an Office-wids
basis during the past year, The preparation of the ORR contribution to
NIE-33 gonsisted of & massive compilation of date and other information or the
Eastern Furopean Satellites, srranged-in a logleal sequence, It conteined
little gemuine analysis, The ORR comtribution $o NIE-LO was simply a streighte
forvard address to the question posel in the terms of refesrence: what would
be the potential econamie gains of USSR resulting from aoquisition of Contimental
Western Furope in mid-1952? It consisted of a saries of area studies in whieh
economic resources were estimated, totaled, and matahed together, and astimates
formed on the ability of the USSR to utilize Western European rescurges,

- -
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IT. Regcmmendations for Office-yids Projects tg be Injtiated Prior to

The series of projects whisk v ropommend in this report camprises a prow-
gram for Office-wide researsh, Bub it is a flexible program, merely the one
which loeks best to us mow, Further refinement is nesded, both now and as the
progren (if it 1s adopted) prosends, We have allowsd for flexibility in severml
waye, No attempt was made to prognosticate the man~hours involved, the dates
of inauguration, the deadlines for completiobe-thareby avoiding rigidity, Fur-
ther flexibility is obtained by the device of the pilot project,

Host Office.wide projects should not be undertaken until standard
definitions, frames of raference, and methods have been explored via the
mechanism of a pilot project, The concept of the pilot projest is highly re=
garded by the Working Croup, bucause ii is felt that Offise~wide projeete should
be based more on experiense arnd less on intuiltive judgments, The emphasis in
pilot projects will be on critical evaluation of theory, methodology, ard
feasibility., They will probsbly also include some ampirical anmalysis, A pilot
project will be a smnll study designed to push ORR research forward into new
fields, It will be conducted by one or a few individuals from any division,

It can be done in 2 week or In 2 year, depending on the sizas and timeliness of
the subject, the availability <f the materials, and the necessity for complo-
tion so that the JRR workload sf Offics.wide projects will be constant, The
ultimate object »f eash pilot project will be to build the fremework for a
possible subsequent Office-wilde project, If in the course of preparing the

pilot study a topie 1s found not to be worthwhile, or if it is found not feasible,
then & recormerdation will be forwarded to the effect that an Office-wide project
on that topic should not be undertaken, Thus further flexibility in Office-wide

- programming should be obtained, as wsll as higher achievement in results,

The seriss of projects which we recommend follows, The series is divided
into threo groups, according tn whether they should ba inaugurated with or
without a preceding pilot study, and whether the pilot study is of higher or
lower priorlty, No order of priority within eash group is intended,

Group 1, Qffipe-yide Projeets

Projeet A, Communist Chinese Tconomic Developmentg

Toy priority, at loast until the first of the year, should be given to
systemitizing ORR knowlsge of Communist China, This is the greatest unexplored
field nf Bloc economic capabllities, When this is done, and not until then,
will i be possible to reccmmond techniques of econcmic amalysis %o be applisd
in interpreting the date so that the economiec capabilitiss series can include
studies on Communist China, We comcar with the ORR Working Group on Communist
China that a fact-{inding projsct ie the Immediate need, Their recommendations

for this projeet are incorporated in the following paragraphs,
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1. The purpese of the project is threefold: First, it is to
assemble all of the immediately available and pertinent information
on the economy of Communist China since 1949. Second, it is to ar-
rive at a clear understanding of the economic plant which the Com-
munists took over in 1949, and of the course of economic development
gince that time. And third, it ia to develop an annotated bibllog-
raphy of existing sources of information on the Chinese economy.

2. The approach is initially somewhat encyclopaedic in an
attempt to locate and present all the pertinent intelligence on the
area. On the basis of this fact-finding study priority requirement
for collection, translation, and further analyses can be rationally
determined,

3, Methodologically the project is in its first phase more
descriptive than analytical. The paper completed by 15 January 1953
will outline what we know about developments in esch of the sectors
of the Chinese Communist economy. Important, readily available, and
unevalnated information not covered in other studies will appear in
the report. Previously prepared reporte will be merely referenced.
Important sources of information not covsred in the report will te
catefully identified for further exploitation.

_ li. While the initial phase of the project has been termed Wact-
finding," analysts will bear in mind the major intelligence problems
for which we are called upon to offer intelligence guidance. The
problems are suggested by ithe following gquestions:

(a) What are the present level and rate of growth of in-
dustry?

{b) What are the rescurces available, both on an immediate
and deferred basis, to support the Communist Chinece
military, industrial, and consumption programs?

{(c) what are the overall economic strains, fiscal and
otherwise, cireated by current programs?

(d) What are the economic strength and weaknesses of the

- major sector of the economy, ie., transportation,
agriculture, power and fuel resources, etc.?

(e) What are the nature and extent of V“hinese dependence
on external sources of supply?

(f) What are the logistic requirements of Chinese armies
in military operstions, the location of major arsenals
and factories and the capacity of the transportation
network to deliver supplies to present and potentiszl
theaters of operation,

- ? -
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Project B, Structural Analyses

A major emphasis in Officeswlde research projects during the
ooming year shouvld cohaist in enlarging and itproving inter-industry
structural analysis. While Project 110-51 is clearly a failure in
itself, the approach is one which will assist in orgenizing large
masses of data systematically and can give ungwers to the capabil-
ities problem. The program of structural adalysis should consist of
four separate Offi¢e«wlds projects. while they are closely related
to one another and will ultimately be fused into one project, at
present they ought to be handled separately. Tied in with a general
structural study will be three special Offide~wlide studies deslgned

" not only to supplement the general study but alge to yield reporte
bf importance in themselvés. Two of these #dpecial studiese-gigel and
manpower--are to determire in détail the use pattemns of specifie
items by estimating théir consumption in etery sector of the economy.
The other is to anglywe investment in great detall. In addition to
these three, a special study on energy would be desirable if it can
be done. Hence a pilot project on energy hds been recommended.

25X1B0

Project B/2. Structural Study of Manpower

An input study on manpower, detailing labor input reouirements
by industry snd by skill and occupational speciality, should also
be undertaken. It would also have approximately the coverage men-
tioned under Project B/l. The manpower input section of the study
would supplement the work of S/L, become a part of their 1953 re-
ports, and contribute to the general structure analysis.

- 10 »
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Project B/Lh. GCeneral Structural 4nalysie

About the first of the year (at least a month should be allowed
for tooling up), a new general Office-wide structural study should
be laid on which would aim at bringing into the table the major
commodities and services not covered in ORR #110«51, There would be
no call for a general review of inputs and distribution patterus,
except to the extent that improved data become avallable through
branch studies and other projects. The additional commodities should
give a coverage substantially that of VIE-65, or about 85 percent of
the economy as & whole. The new study will extend ORR #110-51, but
in order that it be more reliable and more conclusive than its pre-
decessor, three important departures are recommended. The first is
coverage of new industries and commodities. The second is concen-
tration on production and input patterns to the exclusion of use
patterns. W#hiles 1t would also be useful to have the last, 1t is more
important that branches not scatter their effort in trying to estimate
too many diverse things. Also, use patierns can be obtained from
the input structure of industry, given adequate coverage. The third
departure is the intclusion of inputs into military endeitems. When
hot war reguirements ars furnished by the military intelligence
agencies to ORR, WA will, without further formal contributions from
other divisions, estimate hot war escnomic capabilities.

-1l «
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Project C. Trends and Status of Soviet Bloc
Military Preparation

We recommend that a project be undertaken which would re-
quire branches to submit estimates on (a) strategic stockpiles, in-
cluding munitions, and (b) production of military end-items and
supplies. D/A would use all the material, along with that of iis
divisional studies dealing with national economic accounts and area
-analyses, to draw together the complete project. It is contem-
plated that the information on strategic stockpiling and the pro-
duction of military end items will be submitted as the fruit of basic
branch or division projecte written during 1952 or to be written
during 1953, However, it is recognized that demands on ORR by ONE
and possibly others may require both an acceleration of the submission
of information and broader coverage of the commodities In the ORR
Standard Classification than is now provided by branch and division
gtudies. :

Group 2. Higher Priority Pilot Projects

Pilot Project A. Economic Vulnerabilities of the Soviet Bloc

Vulnerability of the Soviet Bloc 48 one of the more advanced
specialized subjects with which ORR should be concerned in 1953. A
pilot project to explore the concept of economic vulnersbility, to
establish standard definitions, to explore methods and data avail-
ability and finally to test this theoretical work with an empirical

atudy of Fast Oermany 1s proposed. 25X1B0a

25X1B0a

25X1B0a

area to use for the empirical part of the study because of the mass
of reliable data availlabla. By focusing on East Germany, bugs in
the methods and concepts can be worked out and a framework for an
Office-wide study developsd.

Pilot Project B. Structrual Analysis of ‘nergy

A more relieble estimate of energy input requirements for Bloc
industries than those of ORR #105-51 (never completed) should be
prepared. The study of energy requirements is complex and the
‘Working Group believes it should first be undertaken as a pilot pro-
ject, then later, if feasible, lald on as an Office-wide project to
supplement Projects B/l through B/L (above). Because of its com-
plexity, coverage should be restricted to the major energy consuming
industries. It is assumed that these would account for over half of
total energy output. The remainder should be divided among other

SECRET

Approved For Release 1999/09/07 : CIA-RDP75-00662R000200190010-2



Appfoved For Relgase 1999/09/07 : CIA-RDP75-00662R000200190010-2
SECRET

Soviet industries by analogy with US practice. The frame of refer
ence should be marked out so that, ameng other problems, & recom-
mendation oan be made as to whether the project should be corifined
to electric power or should taks into account a broadet study of
fuels and their utiligation both for powar & ey vurpodes. o

25X1B0a

Pilot Project C. Depreciation and Replacement of Capital Goods
L n the

R

At the present time we have very little knowledge, either in
real or monetary terms, of the depreciation and replacement pelicies
and practices in the USSR, One result is a lack of informatioh on
the present composition and age distribuiion of the stock of cépital
goods, which makes it difficult to calculate present Soviet invest-
ment requirements. Also, we are not able to develop satisfactory
annual capital input requirements. We récommend a pilot prejeet to
investigate these problems and to supplement and assist in the prepe
aration of Office~wide Proje¢t B/3, Structursl Analysis of Investment.

Pilot Project N. Input«Qutput Study on the USSR,

ORR has yet to unfiertake & fullescale input~output analysis
on the USSR. An input-output analysis of the USSR would be subject
to many limitations both methodelogically and data wise« An explora=
tion of the possibllities of the tecimique is certainly desirable in
the next few months. The general theory underlying this form of
analysis is well known; its application to other than the US areas

is largely untouched, The particular problem of the relationshir

of value to physical units where valuation is frequently arbitrary
has not been examined at all. It is suggested that one or two indive
iduales be delegated to investigate thoroughly the possibilities of
the technique ag it would be 2pplied to the USSR. After solving

some problems of method, an examination of the 1947 US flow tables
(transactions, coefficient, and inverse) might indicate ways of
manipulating US data such that the method with all its theoretical
vigor, will be applicable %o the USSR, A significant contribution

- 13 -
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might be made to ORR's structural analysis and the way pointed
to more rigorous theoretical background for Office-wide research,.

Group 3. Lower FPriority Pilot Project

Pilot Project E. lMobilization Programming

At some point in the not very distant future ORR will be asked
a series of uncomfortable questions revolving about the timing of
full mobilization in the Soviet Bloc. These questions may well run:
How long will it take the Bloc to mobilize; whal quantities of what
military end items can be turned out and what is the time phasing
of this outputs how quickly can stockpiles be channelled into arma-
ment plants and be turned into military end items; how soon can
allocation of materials be shifted to military production and with
what consequences; what effect will military operations during the
mobilization period have on their production efforts? These are only
samples of the problems ORR must be prepared to answer. ORR is un
prepared to answer these questions.

Mobilization progremming is one of the most complicated problems
the intelligence community will encounter., Substantial brain-breaking
conceptual work must be done by all intelligence agencies, especi-
ally by ORR. It is suggested that during the next year ORR, in co-
operation with the EIC, tackle the problems of mobilization pro-
gramming on a pilot study basis.

Pilot Project F. Iocational Analysis of the Soviet Bloc

The location of industry and its relation to the transportation
network, natural resources, and markets in the USSR and Satellites
are frequently referred te. fu. intelligence reports. References are
usually limited Vo superficial comments on dispersicn of industry,
relative backwardness of transportation, regional self-sufficiency
programs, and the stupidity of plenners in laying out plants, groups
of plants, and agglomerations (cross-hauls in petroleum products,
for instance). No s0lid work has been done on regional analysis
and location of industry, as related to other important .economic
variables., We do hot know how to conduct a meaningful study, despite
the fact that there are analysts competent in locational analysis
in ORR, ONE, and elsewhere in the intelligence commnity. A thorough
investigation is needed of fruitful approaches to the study of low-
cation of industry, not only to gain insights into resource zllocation
and plenning in the Soviet Bloec but also to improve analysis of
inter-industrial structure. Such study is also pertinent to analysis
of economic vulnerabilities. In the course of the pilot study, the

-:wﬂl
SECRET

Approved For Release 1999/09/07 : CIA-RDP75-00662R000200190010-2



Approved For Relgase 1999/09/07 : CIA-RDP75-00§62R000200190010-2
' SECRET

possibilities of utilizing external research would be thoroughly
explored. '

25X1B0a

Group L. IntereDivisional Projects

In addition to thesse, there are a number of other projects
cutting across divisional lines which the Working Group believes
should be undertaken this year. These include input studies on
tanks, aircraft, and electronics; ruble-dollar studies; feasibility
and implications of the Fifth Five-Year Plan; and analysis of the
firmness and reliability of production estimates and of Soviet pube
lished statisties. They should be undertaken as branch or division
projects, with inter-divisional cooperation,

Since these studies ara projects which will be conducted
primarily by one branch or one Mvision, and the contribution to
them from other Divisions will be relatively small, they are not
included in this report as Office-wide or as pilot projects. Howe
ever, some of the time allocated to Office~wide projects should be
gset aside for preparing contributions to inter-divisicnal projects.

‘-15-
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III. Series of Occasional Papers

The Working Group believes that ORR personnel at all levels
should be encouraged to put on paper their original thoughts and
thelr "side-line" research conceivably of value anywhere in CIA.
If some mechanism were created, such as a series of Occasional
Papers, ideas of all kinds which do not fit into established pube
lication series could be refined, published, and discussed. The
benefits would, we believe, be extensive. It would encourage or-
iginal thought and research, as well as stimulate discussion and
exchange of ideas, all of which in turn should influence all forms
of ORR research.

Accordingly, the Group recommends that this series be launched
at once, along with proper encouragement for all personnel to par-
ticipate. Following are several papers already completed which
could become a part of the Series: '

(a) The methodology appendix, common to L5-51, L6~51, and L7-51,
dealing with electrical machinery, electron tubes, and clec-
tronic components.

(b) Appendix A on methods of estimating unreported trade in
MP-8Li, which deals with the quantitative importance of clane
destine trade.

(¢) The analytical framework for the study of economie warfare
as applied to East-West trade, a contribution to NIE-59.

(d) "Rules versus intuitive judgment," a methodology paper
written in I/A&W, unpublished.

(e) Notes on methodology_ October 1951. 25X1A9a
25X1A9a (f) Memo by_on economic capabilities, February 1952,

25X1A9a (g) Memo by m on Easteiest trade and input-output
technique, October o

25X1A9a (n) a/EC paper by
products indices.

25X1A%a (1) a/Ec paper by- on the Soviet Price System.

25X1A9a (3) A/EC memo by [l o» Soviet prices and indices.

SECRET

-on uses and limitations of Soviet
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(k) The methodology chapter in 38-51 (PR-S) on input re-
quirements in the aircraft industry.

(1) Correlation analysis in crop yield estimation, a part
Of 52°Slo

SECRET
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